Abstract
Introduction
Since the 1980s a number of developing countries marked by high and chronic inflation have attempted to bring down inflation and keep it at very low levels. A central feature of these inflationary experiences has been inflation inertia. Applied economists have attempted, first, to statistically detect a break in inertia and, second, to assess whether such a break is permanent, as evidence that the stabilisation attempt has been successful.
The literature usually relies upon persistence as the statistical representation of inflation inertia. Several authors have tried to capture persistence in the inflationary process by including a first-lagged dependent variable in a first log-difference price equation (Edwards, 1998; Agenor and Taylor, 1993; Alogoskoufis, 1992) . This method seems suitable for low and moderate inflation, whose series normally are stationary. However, high and chronic inflation series tend to be non-stationary due to a higher degree of persistence. This being the case such a method may lead to inconsistent coefficient estimates.
The purpose of this paper is to test for different sorts of breaks in inertia using an alternative approach, relying for that upon the Brazilian experiences with stabilisation programmes between 1986 and 1994. Following this introduction, section 2 proposes such an approach. Section 3 offers an empirical analysis using Brazilian data. Section 4 concludes. 
An Alternative Approach
Whilst low and moderate inflation series are normally found to be stationary, a series of high and chronic inflation tends to be non-stationary. But high and chronic inflation can in addition fall into two special cases. The first is when inflation is high but constant, with sudden shifts in mean level due to external or policy-induced shocks. And the second is when inflation accelerates at a constant rate. The first case can be best represented by a non-linear stationary series, and the second by a trend-stationary series, in which persistence follows a deterministic rather than stochastic process.
In this section we first hypothesise the special case that Brazilian inflation follows a stationary process that fluctuates around a segmented deterministic trend. This follows Perron's (1989) approach that takes account of breaks in trend when assessing stationarity in macroeconomic time series. This approach permits us to innovate in relation to the above reported procedure by using a time trend to represent inflation persistence.
Moreover, by inferring that inflation persistence follows a deterministic process, we can assess whether there is a break in inertia by looking at possible breaks in the time-trend.
We propose in addition the following interpretation for different types of trend breaks.
When there is a downward shift in the trend level, we consider the break in inertia to be temporary. If the downward shift is statistically significant both in level and slope with 4 the latter resulting in a flattened trend segment, we then can infer that the break in inertia is enduring.
Empirical analysis
This section tests for breaks in inertia associated with several stabilisation attempts in We can see through figure 1 that each stabilisation plan caused an immediate fall in inflation, which notwithstanding returned soon afterwards. This means that these plans succeeded in breaking inertia only temporarily. The Real plan has been the only stabilisation attempt that managed to bring inflation down and keep it at low levels for a longer period of time. T-values are within rounded brackets. The slope dummy DT 91B is aimed at capturing the renewed government commitment to liberalisation policies. All the coefficient estimates of the level and slope dummies are highly significant. The 3 Montoro Filho (1994) who adopted a similar modelling strategy, found that the slopes of all trend segments were equal, except the one observed during the Summer plan, which was steeper. A unit-root test confirms our hypothesis that the inflation series is trend-stationary. The equation used for the test was of order 12 (to address serial correlation) and included level and slope dummies to take account of breaks caused by each stabilisation plan. 4 The tratio of the relevant variable for unit-root test was -14.22, well above (in absolute terms)
any critical value that takes account of breaks in trend.
Conclusion
This paper tested for breaks in inflation inertia by detecting breaks in trend in a modelling strategy in which inflation is hypothesised to follow a trend-stationary process, with a segmented trend that represents inflation persistence. By proceeding this way we provided statistical evidence showing that an enduring break in inertia was achieved for the first time with the Real stabilisation plan. It should be noted that Brazilian inflation should be considered a special case. In other inflationary experiences inertia may be better represented by a stochastic (rather than deterministic) trend, or just by a stationary process with breaks. In the former case little can be done whilst in the latter Hamilton's switching procedure (Hamilton, 1989) may be the most appropriate way to address the issue.
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